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On March 18, the state-run oil company PEMEX observed its 65th birthday with an announcement
that potentially huge oil reserves had been discovered in the Gulf of Mexico and in the Pacific
Ocean. PEMEX's birthday coincides with the nationalization of Mexico's oil reserves during the
administration of then President Lazaro Cardenas in 1938. PEMEX director Raul Munoz Leos
represented President Vicente Fox at the ceremony, held at the Lazaro Cardenas refinery in
Minatitlan, Veracruz state. Mexican presidents traditionally preside at the PEMEX anniversary
ceremony, but Fox was unable to attend because he was recovering from back surgery.
Munoz Leos made only passing mention of the nationalization of Mexico's oil industry, choosing
instead to discuss the status of the country's oil and gas reserves, global oil prices, and upcoming
PEMEX projects such future development of the petrochemical industry. The PEMEX director made
special note of the discovery of potential new oil reserves at several thousand new sites off the coasts
of Tabasco, Veracruz, and Campeche states in the Gulf of Mexico and off Chiapas state in the Pacific
Ocean with potential reserves equivalent to an additional 20,400 billion barrels of crude oil.
The reserves, if confirmed, would allow PEMEX to increase its total supplies of crude oil by 50% and
allow Mexico to retain its role as one of the world's major oil exporters through at least the middle of
this century. The Petroleum Intelligence Weekly (PIW) recently rated PEMEX the seventh-largest oil
company. But as recently as late 2002, organizations like the International Energy Agency (IEA) were
predicting that Mexico could become a net importer of oil by 2030 because of a sharp downturn in its
reserves in recent years (see SourceMex, 2002-12-11). Munoz Leos said the geological data available
when the current administration took office in 2000 identified only 500 potential locations for oil.
"We now can count on 2,700 locations," said Munoz Leos.
The PEMEX director said the discovery of the potential reserves was possible because of an increase
in the budget devoted by the company to exploration activities. He noted the budget for PEMEX
subsidiary Pemex Exploracion y Produccion (PEP) was quintupled over the past two years to about
15 billion pesos (US$1.38 billion) annually. PEP officials said the company has tripled drilling
activities since 2000. "We now have very solid prospects to address our production challenges," said
PEP director Luis Ramirez Corzo.

Campaign-finance scandal taints anniversary
Among those present at the ceremony were several Cabinet members, military officers, and
congressional leaders, including the embattled Deputy Carlos Romero Deschamps and Sen. Ricardo
Aldana Prieto. Romero and Aldana, who are also leaders of the Sindicato de Trabajadores Petroleros
de la Republica Mexicana (STPRM), are accused of playing a large role in a campaign-finance
scandal where the former governing Partido Revolucionario Institucional (PRI) diverted PEMEX
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funds toward the campaign of candidate Francisco Labastida Ochoa (see SourceMex, 2002-01-30 and
2002-09-18).
The Congress is considering the expulsion of Romero Deschamps and Aldana from their posts. A
group of several hundred petroleum workers not affiliated with the STPRM used the anniversary to
organize a march in Mexico City to demand that the Fox administration conduct a more thorough
investigation of the scandal and other cases of corruption at PEMEX. "Carlos Romero Deschamps
is not the only corrupt leader," said Alfonso Sanchez Concha, head of the Coalicion Nacional de
Trabajadores Petroleros. "There are 36 others involved in corrupt activities." The PRI has denied any
wrongdoing, even though the elections watchdog (Instituto Federal Electoral, IFE) this month levied
a stiff fine on the PRI because of the scandal (see other article in this issue of SourceMex).

Company hampered by outdated fiscal scheme
Some observers predict a bleak future for PEMEX unless profound structural changes are made.
"Today, PEMEX is a company trapped by a lack of productivity, with deficits in production of
gasoline, diesel, and gas," analyst Salvador Corro said in a column carried by the Agencia de
Noticias Proceso. PEMEX's inability to retain a larger share of its revenues has severely hampered
its ability to invest in strategic activities.
One proposal recently discussed by Energy Secretary Ernesto Martens and Finance Secretary
Francisco Gil would treat PEMEX like any private business, which pays taxes of 32% to 34%
above its net profits. But the proposal has stalled in Congress, which is reluctant to change the
manner in which the Mexican government is financed without an adequate substitute for the
revenues. "Legislators say the fundamental problem is...that the federal government has no way
to compensate for the revenues that it would cease to collect because a comprehensive tax reform
has not been passed and the current tax-collection system is deficient," said the daily newspaper La
Jornada.
Prominent energy-industry analyst David Shields said PEMEX's outdated financial scheme
overshadows its ranking as the seventh-largest oil producer. "It also happens that the PIW ranked
PEMEX 77th among 77 companies in financial viability because of its poor net earnings," said
Shields. "PEMEX registered losses of US$3.729 billion in 2001." Shields noted that PEMEX's fiscal
situation could improve if the company was given more financial independence. He noted that
PEMEX ranked 12th last year among the 77 oil companies in gross revenues, which totaled US$39.6
billion. "PEMEX paid US$43 billion to the Federal Treasury in taxes and royalties that year," said
Shields.

PEMEX turning increasingly to private sector
PEMEX has moved to help defray some costs by turning increasingly to the private sector to
perform functions such as exploration. Statistics released by PEMEX indicate the company is now
working in partnership with 50 private companies to identify new oil reserves. The participation
of private companies has enabled PEMEX to obtain access to new technologies and to increase
efficiency and reduce costs in the extraction of energy resources. "In the past year alone, foreign
companies participated with the state-run oil company in the discovery of 125 million barrels of
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crude-equivalent and 487 million barrels of probable or possible reserves," said the daily newspaper
Reforma. "This added 612 million barrels to the country's total reserves."
This tendency toward awarding private contracts has raised concerns among legislators from the
Partido de la Revolucion Democratica (PRD) and most members of the PRI, who accuse the Fox
administration of violating the sections of the Mexican Constitution that designate oil and other
natural resources as the national patrimony of all Mexicans. For example, a recent plan by the Fox
administration to offer multiple-service contracts to private companies to exploit Mexico's natural
gas reserves ran into strong opposition in the Congress (see SourceMex, 2003-02-19).
PEMEX has also come under criticism for failing to make some of its private contractors more
accountable. A review by the Auditoria Superior de la Federacion (ASF) uncovered irregularities
in more than 40 public-works contracts awarded by PEMEX, costing the company about US
$200 million. The irregularities occurred in contracts awarded for upkeep of oil wells and other
maintenance functions. [Note: Peso-dollar conversions in this article are based on the Interbank
rate in effect on March 19, reported at 10.84 pesos per US$1.00] (Sources: La Jornada, 03/05/03,
03/07/03; Milenio Diario, 03/07/03; Agencia de noticias Proceso, 02/19/03, 03/17/03; La Cronica de
Hoy, Spanish news service EFE, Associated Press, 03/18/03, Notimex, PEMEX press release, 03/18/03;
El Financiero, 03/07/03, 03/19/03; Reforma, 03/07/03, 03/14/03, 03/17/03, 03/19/03; El Universal,
03/07/03, 03/18/03, 03/19/03)
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